INTRODUCTION
Public sector pension funds with excessive liabilities have been well documented. For instance, ' Pension plans operated by state governments on behalf of their employees are underfunded by an estimated $ 452 billion according to offi cial reports, with total liabilities of $ 2.8 trillion and total assets of $ 2.3 trillion in 2008. However, many economists argue that even these daunting liabilities are understated. … . Using methods that are required for private sector pensions, which value pension liabilities according to likelihood of payment rather than the return expected on pension assets, total liabilities amount to $ 5.2 trillion and the unfunded liability rises to $ 3 trillion ' . (p. 1) 1 Mitchell states that ' The current economic environment has produced a " perfect storm " for public pensions, where low interest rates are spiking liabilities, depressed equity markets are whittling away assets, and economic recession is drying up state and local tax revenue. … Inasmuch as public employee pensions are not guaranteed by the federal government, it is even possible that public sector plans might default. Whereas this has not happened to date in the United States, it is true that a few cities and towns (including Cleveland, OH, and Bridgeport, CT, as well as Vallejo, CA) have declared bankruptcy ' . (p. 12) 2 The dubious honor of being the fi rst city inlawyers, labor leaders, municipal credit analysts and local offi cials from across the country. They want to see if the situation in Prichard, like the continuing bankruptcy of Vallejo, Calif., ultimately creates a legal precedent on whether distressed cities can legally cut or reduce their pensions, and if so, how ' . 4 ' The situation in Prichard is extremely unusual in that a public pension plan has actually defaulted ' . 5 The Prichard pension dilemma has also been reported in the Huffi ngton Post on 23 December 2010, and by the Canadian Broadcasting Company on 26 January 2011. ' Prichard ' s problems have triggered national concern for the fate of municipal pension funds across the country -both the Wall Street Journal and The New York Times have published articles highlighting Prichard ' s troubles, and CBS News has attended at least one of the city ' s council meetings. " There is a precedent being set here " , Coale said. " The whole country is watching, and they will fi nd that they can take from retirees and no one will stop them " ' . 6 After reviewing eight centuries of world history on defaults of government debt, Reinhart and Rogoff concluded that ' The lesson of history, then, is that even as institutions and policy makers improve, there will always be a temptation to stretch the limits. Just as an individual can go bankrupt no matter how much she starts out, a fi nancial system can collapse under the pressure of greed, politics, and profi ts no matter how well regulated it seems to be ' . 7 Financial system in this quotation may be replaced by pension programs of local government employees, and short-sightedness may be added to the list of pressure in the quotation. This article introduces the story of the Prichard pension problem.
PRICHARD (ALABAMA)
Prichard began as a settlement in the 1830s and was incorporated in 1925 as a city in Mobile County, Alabama. During World War II, Prichard, the then city of the predominantly White race, became prosperous when many shipbuilding companies and paper companies adjacent to the city ' s boundary led to construction of homes for their workers in the city. In 1960, Prichard recorded a population of 47 371. Following the civil rights movement in the 1960s, however, many African-Americans began to move into the heart of Prichard and a White fl ight soon followed.
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PRICHARD PENSION PLAN
The pension plan for retirees of the city of Prichard was established in 1956 by a special Act of the Alabama Legislature that applied only to Prichard. The 1956 pension plan was amended by the Legislature more than 15 times, increasing the city ' s mandatory contribution from 5 per cent to the current 10.5 per cent, although employees ' contribution has remained at 5.5 per cent.
Importantly, a 1963 amendment of the city ' s Pension Act required the city to pay the losses, if the pension board makes mistakes in granting pension benefi ts, or if the bank invests unwisely or if the stock market collapses. 8 ' The benefi ts provided for the employees of the City of Prichard hereunder shall not be reduced or prorated among those properly entitled thereto and should, at any time, the fund be insuffi cient to pay in full the benefi ts and to defray the expenses provided for, it shall be the duty of the governing body of the City of Prichard, Alabama, to make provision therefore in accordance with the provisions hereof ' . 9 Obviously, ' It is not just the pensioners who suffer when a pension fund runs dry. If a city tried to follow the law and pay its pensioners with money from its annual operating budget, it would probably have to adopt large tax increases, or make huge service cuts, to come up with the money. Current city workers could fi nd themselves paying into a pension plan that will not be there for their own retirements. In Prichard, some older workers have delayed retiring, since they cannot afford to give up their paychecks if no pension checks will follow ' . 5 In 1975, control of the pension plan was taken away by the state legislature from the city and given to the new Pension Board to oversee retirement benefi ts. The Pension Board ' shall consist of four members to be selected by the city council of the City of Prichard and three members elected by the employees of the city ' . 10 Mayor of Prichard has no control over selection of the members of the Pension Board.
In 1983, ' Refunds of employee contributions to non-vested employees changed from 50 per cent to 100 per cent ' . (p. 37) 11 In addition, in 1983, ' pensioners were to get increases at 50 per cent of the rate employees received each year, with no increase in contributions ' . (p. 37) 11 In 1991, ' employees with 25 or more years now could receive 100 per cent in benefi ts at age 55. Previously, if less than age 60, benefi ts would have been reduced just like Social Security. This change had a signifi cant negative impact on the plan, but yet there was no offsetting increase in contributions ' . (p. 34) 11 According to the current bylaw, an employee may retire after a minimum of 20 years of work to qualify for an annual pension at 50 per cent of the average ' compensation ' over the last 4 calendar years. Pension payment begins at the age of 55 and the percentage of 50 increases to 60 per cent as the year of services increases to 30 years. 12 ' No one knows or acknowledges when the practice began, but at some point the Pension Board, without legislative approval and contrary to provisions passed in 1975, began adding the accumulated unused sick, vacation and compensatory (SVC) hours (times the current rate of pay) to the pension calculation. The effect of this one change was to increase pension benefi ts by an estimated average of 26 per cent, with no offsetting contribution or revenue source to pay for it ' . (p. 38) 11 ' The fund ' s rules say that the fi nal benefi t was to be calculated according to the average of the worker ' s last four years on the job. But instead of simply tallying the last 4 years, the city clerks who executed the fund also included a lump-sum payment for the worker ' s unused vacation, sick and compensatory time ' . 8 Some workers had thousands of hours of time saved up over their careers, meaning that lumpsum payments of these workers were easily a year ' s pay. 8 ' The pension plan itself does not explicitly say that the lump-sum payment should be included in the calculation. It only says that the pension calculation should be based on a percentage of the employee ' s ' salary or other compensation ' . That ' s the way the calculation was done since at least 1975, according to Mary Berg, who worked in Prichard ' s city clerk ' s offi ce ' . 8 ' Nate Doss, a district chief with the Prichard Fire Department who still works for the city, said that during the late 1980s and early 1990s, the city actively encouraged employees to think of the pension as a way to make up for low pay. The city had no money to award overtime or make more hires, he said, thus offi cials encouraged public-safety employees to bank compensatory time and vacation time, promising that it would help them when they retired. The unabated accrual of comp and vacation time may have prevented a worker exodus, but it transferred a substantial portion of the cost of paying employees from the general fund to the pension fund ' . 8 ' As evidence of his good faith when he took offi ce in 2004, [Mayor] Davis points to a blueribbon committee that he set up to investigate the pension and try to fi nd a way to salvage it. By the time the committee issued its fi ndings in 2006, the pension was underfunded by $ 20 million ' . 8 Further, Prichard was not able to add any additional money to make up for the roughly $ 100 000 per month in negative cash fl ow carried by the pension fund, because the city revenues, especially from taxes and licenses / permits, had been shrinking for many years. The general funds of Prichard since fi scal year 2002 are summarized in Table 1 .
Pension payments to all retirees stopped after the payment in September 2009 when the entire balance of the pension fund reached no more than $ 26 908 as shown in Table 1 . Partial payments, about a third of the obligated amount, were resumed in June 2011 as explained later in this article. Even without proration, ' By the standard of other public pension plans, and the six-fi gure pensions that draw outrage in places like California and New Jersey, it is not especially rich. Its biggest pension came to about $ 39 000 a year, for a retired fi re chief with many years of service. The average retiree got around $ 12 000 a year ' . 5 It may be noted that most state and local government pension plans in Alabama are covered by the Retirement Systems of Alabama (RSA), which is widely believed to have been well managed. ' But at least 10 [public sector] pension plans [in Alabama] are run by a city or county, or other small independent group ' . 13 Prichard pension plan is one of the 10 or so that are not a member of the RSA. When Prichard asked to join the RSA, the RSA offi cials required $ 16.5 million of pre-payment as a condition to accept the Prichard pension plan. In addition, the Prichard pension plan is not covered by the insurance program of the Pension Benefi t Guaranty Corporation, created by the Employee Retirement Income Security Act of 1974 (ERISA), which protects pension benefi ts in private-sector traditional pension plans known as defi ned benefi t plans.
IMPACT OF THE FALLING STOCK PRICES DURING 2007 -2009
The City of Prichard annual fi nancial reports as summarized in Table 1 Table 2 . A partial pension payment was resumed in June 2011.
In Table 2 , Column (2) is the difference between revenues to the pension fund and (7) The loss thus estimated is $ 622 838.02. This loss is slightly higher than the ' loss in investment ' showing in the books of the Pension Board for the same period, which is $ 553 055.47. This is probably because the loss in this article includes what the fund balances could have earned if they were invested in 10-year Treasury notes during the same period at the rates that prevailed in each of the 24 months. Needless to say, the loss could have been recovered somewhat if the shrinking fund balances were kept in the stock market beyond December 2008. The amount that could have been recovered is not expected to be large, however, because the fund balances were shrinking rapidly.
LEGAL PROCEEDINGS
The burden of pension payments led Prichard to fi le bankruptcy on 5 October 1999, and another one on 27 October 2009. The city, not the Pension Board, fi led these bankruptcies because the Prichard pension program made the city responsible for any shortfalls in pension funds, not the Pension Board as a separate entity.
The Plan of Readjustment of Debts for the City of Prichard for the 1999 bankruptcy was fi led on 30 June 2000 and was approved on 16 July 2000. The Order confi rming the readjustment of debts by the US Bankruptcy judge was issued on 6 October 2000. Key adjustments included in the Order were: ' The City shall continue to pay its ten and one-half per cent (10.5 per cent) contribution to the Pension Plan ' ; ' All existing and future pension benefi t payments will be reduced by eight and one-half per cent (8.5 per cent), except for those retirees receiving less than $ 500.00 monthly, or surviving spouses ' ; ' There will be no further pension increases for retirees based upon wage increases for employees ' ; and ' Pension Plan assets will continue to be invested in equity securities, except for an amount equal to that to be paid to retirees over the subsequent nine (9) months, which will be invested in fi xed income securities ' . Although none of the national media paid attention at that time, what was considered unthinkable in the public sector pension programs, that is, a cut in pension benefi ts, did happen in 2000.
Only 2 years after the city paid off its creditors from the 1999 bankruptcy, the City of Prichard again fi led for bankruptcy on 27 October 2009 in an attempt to cope with the debt and lawsuits relating to the pension payments, According to Mayor Ron Davis, ' Over the past 50 years, the pension plan was amended by the Legislature more than fi fteen times, and always the economic burden on the City was increased ' . It should be noted that the city fi led the 2009 bankruptcy because the city was not able to pay for the shortfalls in the pension obligation, not because the city was unable to meet daily fi nancial obligations.
The Plan of Adjustment for the 2009 bankruptcy was fi led on 19 May 2010. Amendments to the Plan were fi led on 27 May, 3 August and 30 August, all during 2010. Amended Disclosure Statement was also fi led on 30 August 2010. Key plans and adjustments were: ' After the Effective Date, the City will continue to set aside 10.5 per cent of each payroll. Under the current budget this is approximately $ 27 500.00 a month. Also, there are approximately 157 retirees participating as vested pensioners under the existing pension plan. For a period of ten (10) years, the City will pay to each claimant in this class their pension obligation up to a maximum of $ 200.00 per month per claim. Currently, certain retirees ' monthly pension payment is for less than $ 200.00 / month. For these retirees, the Plan provides for a full payment of the monthly obligation during the period for which retiree payments are made under the Plan ' .
14 And ' As of 30 June 2010, there was $ 502 557.73 in the dedicated pension fund. These funds represent monies paid in by both current employees and by the City. Of the monies in the dedicated fund, $ 155 061.16 are the monies that have been withheld from the wages of the City ' s existing employees since the fi ling of the petition. Under the terms of the Plan, such funds, withheld from current employees, will be placed in a separate account for the benefi t of the City ' s current employees and the City ' s obligations to provide retirement benefi ts to those employees ' .
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On 31 August 2010, US Bankruptcy Judge William Shulman dismissed Prichard Ј s bankruptcy case, stating that the city was not eligible for Chapter 9 under Alabama Law. The city had fi led for bankruptcy in October 2009, a month after retirees stopped receiving pension checks. In a plan to emerge from bankruptcy, the city had offered to pay pensioners $ 190 000 to be divided among retirees, and then give each retiree $ 200 a month for 10 years. A group of retirees had sued the city, but that case was put on hold, along with all other civil suits against the city, during the bankruptcy proceedings. Stewart said he believed those civil cases would now be able to move forward.
Following the 31 August ruling by Judge Shulman, Prichard retirees fi led a lawsuit against the city on 1 September 2010. Pensioners had fi led suit earlier in 2009, asking city offi cials to ensure that the fund was solvent, but that case was put on hold when Prichard fi led for bankruptcy in October 2009. The lawsuit fi led on 1 September 2010 alleges that the city fi led for bankruptcy a day before attorneys planned to depose Mayor Ron Davis.
In January 2011, ' Mayor Davis has proposed that the Prichard water and sewer board stop billing the city about $ 25 000 a month for fi re hydrant service. In turn, beginning next year the city would take that amount off the franchise fee the water board pays the city in January. Of the $ 25 000 per month, the mayor said, $ 15 000 would go into the pension fund so the city could begin making partial payments to retirees, who have received no money since September 2009. Under his plan, the other $ 10 000 would defray the cost of general city operations ' . 16 Early in February 2011, Mayor Davis made another proposal of reduced pensions. Full payment without adjustment was $ 153 221.59 per month during 2011, although the proposed adjustment would have lowered the payment to $ 38 305.40. The proposal was not accepted.
On 12 May 2011, the Prichard City Council rejected another proposal by the city to make partial payments. According to the proposal, the city will make one-time payment of $ 650 000 from about $ 1 million currently in the pension fund to the attorney for the retirees to share, and make monthly payments equal to about one-third (that is, total about $ 50 000 per month) of what the retirees are supposed to receive. 
MAY 2011 AGREEMENT
The 19 May Agreement is 16-pages long, written in single-space full of strange terminologies and statements, including ' any person who would otherwise be considered a Retiree except for his or her death shall not be considered to be a Retiree after the date of said death ' . There are two key components in the Agreement: ' Monthly Payment ' and ' Betterment Distribution Payments ' .
The monthly payment is the share among individual retirees of the $ 50 000 that the city is making available each month. The payment formula is:
In which ' " IAMA " is the Individual Adjusted Monthly Amount, which is the amount payable to the Individual Retiree for the particular month, " IROMA " is the Individual Retiree ' s Original Monthly Amount and " TROMA " is the Total Retiree ' s Original Monthly Amount, which is the total of all then remaining Retirees ' Original Monthly Amounts ' . (p. 9) For instance, if retiree A were originally receiving $ 1000 per month and the total of all original payments to all retirees were $ 150 000 per month, the Agreement allows retiree A to receive: Shulman ' s ruling allowed retirees to resume their lawsuit against the city over the city ' s failure to make pension payments in full. ' Meanwhile, the bankruptcy remains dismissed and the appeal will be on hold ' . 17 The 19 May 2011 deal that allowed the partial payment from June 2011 did not mention current employees. Recognizing the needs of a clearer pension structure for current employees, Mayor Davis made a proposal in September 2011 in which ' current employees who are old enough and have the requisite years of service would be able to retire with about a third of their expected benefi ts ' , and ' the best that the younger employees could hope for under the proposal would be to see their own contributions thus far returned to them in full, plus 25 per cent ' that they can ' put into a 457 plan, which is the government equivalent of a 401(k) plan ' . 18 For the agreement to take effect, a 50 per cent of the current employees would have to sign it.
They have yet to vote on the proposal, however. All are ' waiting for the Alabama Supreme Court to rule on whether a city with no bond debt can use bankruptcy protection to restructure other liabilities, such as its pension obligation ' .
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EPILOGUE
The 10 June 2011, 20:00 Hannity Show on Fox News commented that the Prichard pension problem was the fault of ' politicians ' . Reality is not that simple. The leading politician of all in the city ' s pension problems is the city ' s mayor. However, the mayor may be legally responsible for the shortfalls of the pension funds, but the mayor ' s only choice was to make partial payments, or un-incorporate the city. Mayor has no control over the pension board, and has to manage a shrinking city with declining revenues. Real causes of the Prichard pension problems are many and include, but are not limited to, state constitution that does not allow home rule, past members of the pension board who pushed for increased pay without an increase in contributions, state legislatures that allowed changes in calculation methods that led to higher pension benefi ts, and the predominantly poor African-American composition of the city ' s race mix that led to a benign neglect for all the city ' s past and current problems by leaders at all levels of the government in which Prichard is located.
When this author volunteered without pay to review the city ' s pension fund problems early in 2011, this author asked Mayor Davis a question: After all the nationwide publicity of the city ' s pension fund problems, did anyone from the state legislature, the Mobile County Commission, the Alabama Governor ' s Offi ce or the federal government offer an assistance? Mayor responded: ' No, except you ' .
